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THE  B^/^KI^G  PRIyMClPLE. 


Before  dealing  with  my  main  subject  cer- 
tain existing  conditions  will  be  stated. 

It  is  becoming  evident  that  the  great  body 
of  thinking  people  in  this  country  are  rea- 
lizing the  necessity  for  an  adjustment  of 
our  banking  system  to  the  present  condi- 
tions of  our  trade  and  commerce.  It  is  also 
becoming  evident  that  both  the  bankers, 
business  men  and  students  of  every  kind 
who  try  to  master  details  and  principles  as 
well  as  the  mass  of  the  people  who  have 
not  time  to  master  details  but  are  governed 
by  common  sense  (of  course  omitting  popu- 
list and  currency  cranks),  have  reached  the 
conclusion  that  there  must  be  a  unit  or 
standard  of  value,  either  mono-metallic  or 
bi-metallic,  which  shall  be  the  lawful  money 
In  which  all  notes  and  subsidiary  or  under- 
valued coins  which  bear  the  semblance  of 
money,  whether  of  the  nation  or  of  the 
banks,  shall  be  promptly  redeemed  on  de- 
mand. 

There  is  a  difference  in  judgment  between 
what  are  called  "mono-metallists"  and  "bi- 
metallists"  as  to  whether  that  standard 
and  unit  of  value  shall  consist  simply  and 
singly  of  a  fixed  weight  of  gold  converted 
into  coin,  or  of  gold  and  silver  held  together 
at  a  fixed  ratio  of  weight  by  an  interna- 
tional treaty  or  agreement.  That  discus- 
sion holds  no  necessary  part  in  the  con- 
sideration of  the  system  of  banking  or  of 
the  banking  principle,  it  being  a  separate 
and  distinct  issue.  Neither  nono-metallists 
nor  bi-metallists  give  any  support  to  the 
suggestion  for  the  free  coinage  of  silver  at 
the  present  ratio  of  sixteen  to  one  without 
the  co-operation  of  other  nations,  nor  do 
they  give  any  support  to  the  advocates  of 
flat  or  legal  tender  paper  money  to  be  sup- 
plied by  the  nation. 

Those  who  might  and  may  soon  unite  in 
the  support  of  a  sound  system  of  banking 
under  which  all  notes  of  every  kind  shall 
be  subject  to  prompt  redemption  on  demand 
in  the  lawful  standard  or  unit  of  value,  ar-e. 
at  present  unable  to  act  together  for  cer- 
tain reasons.  Many  of  the  elder  men  who 
have  a  thorough  knowledge  of  the  practice 
of  banking  are  affected  in  their  judgment 
of  the  course  which  should  now  be  taken 


by  their  recollection  of  the  difficulties  and 
dangers  of  what  has  become  known  as  the 
"wild-cat  banking  and  bank  notes"  of  the 
ante-war  period.  Many  other  men  of  sound 
judgment  are  governed  by  the  sense  of  the 
benefit  which  was  gained  by  the  establish- 
ment of  the  National  bank  system  and 
through  the  circulation  of  the  National 
bank  notes  secured  by  United  States  bonds. 
Great  masses  of  people  who  possess  votes, 
and  therefore  influence,  are  affected  by  the 
delusion  that  it  is  necessary  that  there 
should  be  a  very  large  supply  of  the  small 
instruments  of  exchange  (notes  and  specie) 
which  pass  from  hand  to  hand.  With  many 
persons  the  only  conception  of  money  is 
limited  to  such  small  notes.  National  or 
bank,  as  the  case  may  be,  and  to  the  coins 
which  pass  from  hand  to  hand. 

In  dealing  with  the  reform  of  our  banking 
system  all  these  variations  in  judgment  or 
in  imagination  must  of  necessity  be  con- 
sidered. It  therefore  follows  that  any  plan 
that  can  be  suggested  with  any  prospect  of 
its  being  considered  and  passed  by  CongTess 
must  be  prepared  so  as  to  meet  these  ex- 
isting conditions. 

In  the  subsequent  treatise  l  have  en- 
deavored to  provide  a  way  for  the  adoption 
of  a  true  banking  principle  in  the  issue  artd 
circulation  of  bank  notes.  I  have  also  en- 
deavored to  provide  for  such  an  extension 
of  banking  in  remote  districts  through  the 
establishment  of  branches  as  may  overcome 
the  prejudice  of  ignorant  or  uninformed 
people  against  banks  and  bankers  by  en- 
abling them  to  learn  for  themselves  that 
the  bank  or  banker  who  conducts  the  busi- 
ness under  safe  conditions  is  the  next 
friend  of  the  farmer,  the  manufacturer  and 
the  mechanic  alike;  rendering  to  all  a  most 
valuable  service  in  consideration  of  a  rea- 
sonable profit  which  such  banks  and  bankers 
may  secure  in  the  conduct  of  their  work, 
either  as  banks  of  deposit  or  by  the  issue 
of  notes.  Consistently  with  these  motives 
and  considerations  I  have  endeavored  to 
make  what  I  believe  to  be  the  true  tiink- 
ing  principle  as  plain  as  it  may  be  made, 
by  pointing  out  what  I  believe  to  be  errors 
or  delusions  and  thus  removing  much  of  the 


complexity  with  which  the  subject  has  been 
obscured. 

The  object  of  this  paper  is  therefore  to 
bring  four  main  points  into  conspicuous 
notice. 

1st.  How  impossible  it  is  for  the  Govern- 
ment to  provide  or  supply  money  for  the 
transaction  of  business. 

2d.  How  safely,  surely  and  simply  the 
community  will  supply  itself  with  all  the 
money  that  it  can  use,  provided  it  is  left  as 
free  from  legal  restrictions  as  possible. 

3d.  That  the  safest  custodians  of  the  busi- 
ness of  the  country,  including  banks,  are 
the  men  who  conduct  the  commerce  of  the 
country. 

4th.  How  surely  a  safe  supervision!  will 
be  exerted  over  bank  note  issues  by  banks 
and  bankers  themselves,  since  upon  them 
must  fall  the  greater  part  of  the  losses 
which  would  ensue  from  bad  methods  of 
banking  and  from  the  issue  of  bank  notes 
of  an  unsafe  kind. 

Bank  notes  issued  consistently  with  the 
true  principle  of  banking  must  rest  wholly 
upon  the  general  assets  commonly  called 
the  business  or  commercial  paper  which  is 
discounted  by  banks.  Bank  notes  secured 
by  a  deposit  of  bonds  or  mortgages  require 
that  the  capital  of  the  bank  which  might 
otherwise  be  used  for  discounting  business 
paper  shall  have  been  invested  in  such 
bonds,  thus  limiting  the  ability  of  the  bank 
to  discount  commercial  paper  by  the  amount 
of  capital  thus  invested. 

Since  the  enactment  of  the  National  Bank 
Act  all  the  conditions  of  the  country  have 
profoundly  changed.  Capital  has  increased 
enormously,  and  by  means  of  the  railway 
express  and  telegraph  services  the  whole 
country  may  be  said  to  have  become  a  unit 
for  banking  purposes. 

The  present  quick  and  ready  communica- 
tion throughout  the  country  would  now  ren- 
der the  issue  of  bank  notes,  redeemable 
under  what  was  known  as  the  old  Suffolk 
Bank  system  of  redemption  in  New  England, 
as  safe  and  sure  as  that  system  then  was 
prior  to  1861  and  as  the  Canadian  system, 
which  is  analogous  to  it,  is  at  the  present 
time.* 

It  is  an  axiom  in  banking  that  the  con- 
sumption of  the  goods  or  commodities  of 
which  bankable  paper  is  the  transferable 
title,  is  the  source  of  the  power  for  paying 
the  representative  note,  draft  or  bill  of 
exchange  which  tihe  bank  has  discounted. 
About  one-half  the  business  of  this  country 
consists  in  the  production,  conversion  and 
final  sale  for  consumption  of  articles  of 
food.  This  consumption  of  food  cannot  stop 
even  in  the  hardest  of  hard  times,  because 
the  most  productive  country  is  always  witlh- 

•  Note.— A  very  clear  and  complete  statement  of 
the  Canaxiian  system  of  banking,  by  Mr.  L.  Car- 
roll Root,  Is  to  be  found  in  a  tract  entitled,  "Sound 
Currency,"  published  by  the  Oommlttee  of  the 
Reform  Club  of  New  York.  52  Wllliaia  street. 


in  about  one  year  of  starvation— hence  It 
follows  that  bank  notes  issued  and  circulated 
in  farming  districts,  i.  e.,  notes,  drafts  and 
bills  of  exchange  which  are  representative 
of  the  production  and  distribution  of  the 
products  of  the  farm,  as  well  as  credits 
granted  to  market  men,  grocers  and  other 
dealers  in  food  material,  may  or  must  be 
sure  of  prompt  redemption  if  due  care  is 
exercised  in  granting  such  credits.  The  very 
prompt  payment  of  tihds  class  of  paper  was 
very  noticeable  during  the  recent  panic.  A 
large  part  of  the  food  cannot  be  kept  long 
and  each  year's  product  must  be  almost 
wholly  consumed  in  any  given  period  if  not 
exceeding  twelve  months.  On  the  other 
hand,  notes  or  drafts  representative  of  whis- 
key might  be  slower  of  redemption  because 
the  liquor  improves  by  age.  If  a  separate 
series  of  bank  notes  were  issued;  year  by 
year  specifically  secured  on  each  year's 
product  of  whiskey,  redeemable  at  its  mar- 
ket value  equivalent  to  and  proportionate 
with  age,  such  notes  would  gradually  be- 
come worth  a  premium  as  each  series 
became  of  older  date.  Whiskey  notes  thus 
redeemable  would  be  in  marked  contrast  to 
silver  notes  issued  on  a  bullion  purchase  or 
deposit.  Had  United  States  notes  been  re- 
deemable only  at  the  market  value  of  the 
silver  bought  by  the  Government  since  1878 
they  would  now  be  depreciated  one-half. 
The  fear  of  this  loss  has  lately  promoted  a 
most  wholesome  demand  for  the  redemption 
or  funding  of  these  notes. 

No  private  banker  or  incorporated  bank 
would  ever  have  issued  its  notes  upon  such 
a  poor  security  as  silver.  Neither  would  any 
private  banker  or  incorporated  bank  have 
ever  placed  itself  in  the  grotesquely  absurd 
position  in  wihich  a  series  of  incapable 
Congresses  have  put  the  Treasury  of 
the  United  States.  The  Government  has 
issued  its  promises  to  pay  on  demand 
for  a  little  lees  than  five  hundred  mil- 
lion dollars  ($500,000,000)  for  the  purchase 
of  silver  bullion  and  for  the  conversion  of 
"trade  dollars,"  which  it  now  holds  in  its 
vaults  under  conditions  wlhioh  forbid  its  use 
or  sale.  The  only  resource  of  the  Govern- 
ment for  the  redemption  of  these  notes  is 
therefore  through  the  exercise  of  its  power 
of  taxation.  When  for  a  time  the  revenue 
from  taxes  becomes  insufficient  for  such  re- 
demption it  must  borrow  on  interest-bearing 
bonds  in  order  to  defer  payment  for  a  time 
without  recourse  to  the  silver,  as  it  has 
done. 

In  support  of  the  theory  that  a  true  and 
safe  banking  system  for  supplying  small 
notes  for  circulation  from  hand  to  hand, 
based  on  general  assets  consistently  with  the 
"banking  principle,"  certain  very  close  esti- 
mates of  possible  loss  will  now  be  submitted. 
From  the  best  analysis,  tested  in  many 
ways,  that  I  have  been  able  to  make,  I  have 
become  satisfied  that  the  average  annual 
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product  of  the  people  of  this  country  per 
capita  is  now  in  excess  of  what  two  hundred 
dollars  ($200)  in  g"old  will  huy  at  retail  prices 
in  one  year.  That  was  my  conclusion  in 
1880.  This  per  capita  estimate  would  make 
the  total  annual  product  of  1894  nearly  four- 
teen billion  dollars'  ($14,000,000,000)  worth  of 
food,  fuel,  fibres  and  fabrics  of  every  kind. 
Substantially  one  in  three  of  the  population 
is  occupied  in  gainful  pursuits,  each  one 
sustaiiiing-  two  dependents  on  the  average. 
At  the  estimate  of  two  hundred  dollars' 
($200)  worth  per  capita,  the  average  propor- 
tion of  our  annual  product  falling  to  each 
person  occupied  for  gain  would  come  to  six 
hundred  dollars'  ($600)  worth  if  it  were  dis- 
tributed uniformly  per  capita  at  retail 
prices. 

Out  of  this  product  the  National,  State 
and  municipal  taxes  take  substantially 
twelve  dollars  ($12)  per  head,  or  six  per  cent 
of  the  product  on  which  share  those  who  do 
Government  work  are  sustained.  The  addi- 
tions to  the  wealth  of  the  country  on  the 
very  careful  estimates  of  the  Census  De- 
partment in  the  last  decade  were  in  ten 
years  one  hundred  and  thirty  dollars  per 
capita,  of  which  probably  more  than  thirty 
dollars  represented  the  rise  in  the  value  of 
land.  The  remainder  was  the  share  of  the 
product  added  to  capital  at  the  average  rate 
of  ten  dollars  ($10)  a  year  per  capita,  or  five 
per  cent  of  the  computed  product. 

This  estimate  does  not  cover  the  entire 
gain  in  wealth,  which  is  made  apparent  by 
the  computations.  It  is  the  measure  of  the 
gain  in  the  average  capital  per  head,  upon 
the  basis  of  the  census  figures,  wihich  are 
doubtless  as  near  the  mark  as  it  is  possible 
for  such  approximate  estimates  to  be.  The 
population  of  1890  computed  at  sixty-two 
million  six  hundred  and  twenty-two^  thou- 
sand two  hundred  and  fifty  (62,622,250)  shows 
a  gain  of  twelve  million  four  hundred  and 
sixty-six  thousand  four  hundred  and  sixty- 
seven  (12,466,467)  over  the  population  of 
1880,  which  was  fifty  million  one  hundred 
and  fifty-five  thousand  seven  hundred  and 
eighty-three  (50,155,783).  The  population  add- 
ed in  the  decade  had,  therefore,  attained 
property  to  the  average  amount  of  1880,  to 
wit,  eight  hundred  and  seventy  dollarsi  ($870) 
per  head.  In  addition  to  this,  the  whole 
population  of  1890  possessed  an  average 
valuation  of  one  thousand  dollars  ($1,000) 
per  head— a  gain  of  one  hundred  and  thirty 
dollars  ($130)  each,  including  the  whole  num- 
ber enumerated  in  1890.  It  is  this  gain  in 
wealth  which  I  have  divided  by  estimate,  as 
land  valuation  thirty  dollars  ($30),  railroads, 
canals,  buildings,  public  and  private,  fur- 
niture, mines,  machinery,  tools,  implements 
and  products  on  the  way  from  producer  to 
consumer  one  hundred  dollars  ($100)  on  the 
average  to  each  person.  It  is  this  addition 
to  capital  which  oomes  to  ten  dollars  ($10)  a 
year  and  which  represents  a  daily  contribu- 


tion of  each  person  to  the  capital  added  in 
the  decade  of  two  and  seventy-four  hun- 
dredths cents  (2.74c)  a  day  to  this  increase. 
What  the  bearing  of  this  is  upon  the  ques- 
tion of  the  distribution  of  the  annual  product 
will  presently  appear. 

In  view  of  the  rise  in  the  rate  of  wages 
between  1880  and  1890,  the  lessening  margin 
of  profit  and  the  reduction  in  the  rate  of 
interest,  it  is  plain  that  the  average  product 
increased  and  probably  amounted  in  1890  to 
wha.t  two  hundred  and  twenty-five  dollars 
($225)  a  year  would  buy  at  retail  prices,  or 
two  hundred  dollars  ($200),  free  of  taxes  and 
of  contributions  to  capital.  These  problems 
become  more  easily  comprehended  when  re- 
duced to  terms  per  day. 

If  this  computation  of  $225  is  approxi- 
mately correct  the  annual  product  of  sev- 
enty million  people  would  possess  a  valua- 
tion at  retail  prices  of  fifteen  billion  seven 
hundred  and  fifty  million  dollars  ($15,750,000,- 
000).  This  product  is  the  subject  of  trade 
and  commerce  less  what  is  consumed  direct- 
ly by  those  who  produce  it.  It  is  our  provi- 
sion for  shelter,  food,  fuel,  clothing  and 
other  material  wants. 

~  This  product  which  is  the  subject  of  com- 
merce becomeis  more  comprehensible  when 
reduced  to  terms  of  daily  demand  and  sup- 
ply. Two  hundred  and  twenty-five  dollars' 
($225)  worth  divided  by  three  hundred  and 
sixty-five  (3S5)  days  comes  per  day  to  .6191c 
twelve  dollars  ($12)  assigned  to  taxa- 
tion comes  toi  3.29 

ten  dollars  ($10)  added  toi  capital 

comes  to  2.74 

  .603c 

Remainder  5587c 

This  remainder  may  be  held  to  represent 
the  average  expenditure  of  the  mass  of  the 
people  for  other  purposes  than  taxation  and 
additions  to  capital,  as  for  shelter,  food, 
fuel,  clothing  and  sundries. 

Assuming  a  basis  of  one  in  three  occupied 
for  gain  this  sum  of  .5587  cents  per  day 
represents  an  income  and  expenditure  of 
$1,676  per  day,  which  sum  multiplied  by 
three  hundred  and  sixty-five  (365)  days 
comes  to  six  hundred  and  eleven  dollars 
and  seventy-seven  cents  ($611.77)  per  year, 
to  each  person  occupied  for  gain  and  two 
dependents.  A  comparison  of  this  estimate 
with  the  average  earnings  disclosed  by  the 
census  and  by  Commissioner  Wright's  re- 
ports goes  far  to  sustain  the  very  close  ap- 
proximation of  these  figures  to  the  facts. 

It  is  a  startling  fact  that  great  as  the  pro- 
duct of  this  country  is— far  greater  ratably 
than  that  of  any  other,— yet  the  average 
person  must  be  sheltered,  warmed,  fed  and 
clothed  from  what  fifty-five  (55)  to  sixty  (60) 
cents  a  day  will  buy  at  retail  prices.  Yet 
that  is  the  measure  of  all  there  is  produced 
at  my  estimates,  which  are  very  much 
higher  than  those  of  most  students.  When 
I  have  endeavored  to  prove  that  adult  ^men 
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and  Women  can  secut-e  (comfortable  rooms, 
well  warmed  and  lighted,  adequate  clothing 
and  full  nutrition  in  the  city  of  Boston  on 
an  expenditure  of  not  over  two  hundred 
dollars  ($200)  a  year,  my  statements  have 
been  received  with  incredulity  or  derision, 
and  sometimes  with  obloquy  and  personal 
abuse,  yet  there  is  a  vastly  greater  number 
of  people  in  the  United  States  that  have 
less  than  that  simi  to  spend  than  there  are 
V7ho  have  more. 

Whether  these  computations  are  exact  or 
not  they  are  sufficiently  near  to  serve  as  a 
good  working  hypothesis  in  the  subsequent 
analysis  of  the  trade  of  the  country  and 
Its  connection  with  banking. 

Assuming,  as  I  think  we  safely  may,  that 
the  product  is  now  sufCiciently  in  excess  of 
two  hundred  dollars'  ($200)  worth  per  head 
to  meet  taxation  and  additions  to  capital, 
there  would  remain  two  hundred  dollars' 
($200)  worth  per  head  on  the  average  to  be 
expended  or  consumed  by  each  person.  This 
expenditure  would  be  in  about  the  following 
proiportionis :  Ninety  to  one  hundred  dollars 
($90  to  $100)  for  food,  fuel  and  light;  twenty- 
five  to  forty  dollars  ($25  to  $40)  for  clothing, 
carpets  and  other  textiles;  twenty-five  to 
forty  dollars  ($25  to  $40)  for  rent,  and  the 
remaiiider  for  sundries;  each  person  sharing 
this  product  by  the  measure  of  his  earnings, 
wages,  profits  or  other  modes  of  distribu- 
tion. 

A  part  of  the  food  supply  isi  conisumed 
where  it  is  produced.  We  may  estimate  that 
at  thirty  dollars'  ($30)  worth  per  head,  which 
would  be  a  very  large  average  proportion 
of  the  food  which  is  not  bought  and  sold. 
There  remains  one  hundred  and  seventy 
dollars'  ($170)  worth  of  food,  fuel,  fibres  and 
fabrics,  which  are  the  subjects  of  com- 
merce^that  is  to  say,  of  purchase  and  sale. 

Let  any  one  consider  the  known  facts  as 
to  the  dealings  in  these  materials.  For  in- 
stance, a  credit  is  granted  by  a  store  keeper 
to  the  grower  of  cotton  in  the  South  at  very 
exorbitant  charges;  the  storekeeper  really 
being  the  banker  of  the  community,  where 
banks  and  bankers  are  subjected  to  preju- 
dice and  suspicion,  and  therefore  cannot 
safely  serve  the  community.  The  store- 
keeper having  granted  a  credit  to  the 
grower  sells  the  bale  of  cotton  to  the  dealer, 
he  then  buys  his  goods  on  credit,  longer  or 
shorter,— the  dealer  sells  the  cotton  to  the 
factory,  the  manufacturer  sells  the  cloth 
directly  or  through  a  commission  merchant 
to  the  converter  or  to  the  jobber,— finally  it 
is  sold  again  in  the  form  of  clothing.  All 
these  transfers  or  conversions  are  worked 
by  separate  bargains  and  sales,  each  one  of 
which  is  transacted  on  credit  or  by  passing 
cash.  V/estem  grain  is  sold  by  the  farmer 
to  the  miller  or  his  agent,  the  flour  is  sold 
by  the  miller  to  the  merchant,  by  the  mer- 
chant to  the  balcer;  finally  the  bread  passes 
mostly  through  shops  before  It  reaches  the 


consumer.  The  great  number  of  conver- 
sions of  timber  and  metal  into  building®, 
machinery,  etc.,  are  to  be  considered.  So 
it  is  in  every  branch.  Every  trade,  bargain 
or  conversion  from  the  crude  tO'  the  finished 
product  involves  a  purchase  and  sale;  it  13 
therefore  worked  by  the  use  of  instruments 
of  credit  or  transferable  titles,  such  as 
notes,  drafts,  bank  credits  and  bills  of  ecx- 
change.  It  iis  conducted  in  least  proportion 
by  the  passing  of  cash,  in  some  form  or 
lawful  monev. 

There  is  another  set  of  monetary  transac- 
tions in  the  work  of  transportation.  During 
the  last  year  which  1  analysed,  I  think  It 
was  1892,  eleven  tons  (22,000  pounds)  of  food, 
fuel,  fabrics  and  fibresi  were  moved  on© 
hundred  and  ten  miles  by  steam  railways 
only,  for  every  man,  woman  and  child  of 
our  population,  taking  noi  account  of  trans- 
portation by  rivers  and  canals.  Retail 
transportation  by  wagons  costs  more  than 
wholesale  transportation  by  railway.  It 
costs  more  to^  distribute  loaves  of  bread 
through  shops  and  by  bakers'  carts  than 
any  other  element  in  the  cost  of  bread. 
Here  again  are  bargains,  and  sales  in  almost 
infinite  number. 

Now,  if  we  estimate  only  three  transac- 
tions on  only  one  hundred  and  seventy  dol- 
lars' ($170)  worth  of  food,  fuel,  fibres:  and 
fabrics  to  each  person,  the  trade  of  the 
country,  which  is  worked  in  greatest  meas- 
ure by  instruments  of  credit  or  negotiable 
titles,  and  in  least  proportion  by  the  pass- 
ing of  cash,  comes  to  over  five  hundred 
dollars  ($500)  per  head  each  year.  We  now 
number  seventy  million  (70,000,000)  people. 
At  three  conversions  only  from  producer  to 
consumer,  the  volume  of  our  mercantile 
transactions  would  come  to.  thirty-five  bil- 
lions of  dollars  ($35,000,000,000)  a  year.  It  Is 
probably  much  more. 

All  the  wholesale  transaction®  and  a  large 
part  of  the  retail  trade  are  conducted  by 
instruments  of  credit  or  negoitiable  titles, 
known  as  notes,  drafts,  bills  of  exchange 
and  checks,  or  on  book  accounts  or  credits 
granted  by  retail  dealers;  a  part  of  the  re- 
tail trade  only  is  conducted  by  what  is 
called  cash,  i.  e.  by  the  use  of  small  notes 
and  small  change. 

The  demand  for  more  mioney  in  legal  ten- 
der notes  or  silver  dollars  is  made  by  per- 
sons who  have  no  conception  of  the  true 
conditions  of  trade.  In  their  misdirected, 
efforts  to  provide  by  legislation  for  the  Issue 
of  fiat  money  or  by  the  free  coinage  of 
silver,  they  have  created  distrust  and  have 
thereby  brought  on  a  panic  accompanied 
by  a  partial  paralysis^  of  trade,  thusi  reduc- 
ing prices  by  their  very  effort  toi  increase 
them. 

It  is  the  function  of  banks  and  bankers 
to  deal  with  these  transferable  titles  or 
representative  instruments  of  the  exchange 
of  property.   Banks  do  not  deal  in  money. 
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Th«  notes,  drafts,  bills  of  exchange  and 
bank  deposits  are  representative  of  the 
propenty  passing  by  title  in  money  from  the 
producers  to  the  consumers.  These  Instru- 
ments of  credit  are  adjusted  in  amount  to 
the  quantity  and  value  of  the  property  of 
which  the  tiitles  In  terms  of  money  are  in 
process  of  exchange.  This  process  is  auto- 
matic. A  small  proportion,  estimated  vari- 
ously at  fromi  fiv€  to  tenj  per  cent  of  these 
transactions,  isi  conducted  by  the  use  of 
bank  notes,  legal  tender  notes,  or  small  bills 
of  various  kinds  and  specie  or  small  change, 
ninety  to  ninety-five  per  cent  without  the 
passing  of  any  money  from  hand  to  hand. 

Keeping  in  mind  the  magnitude  of  these 
transactions,  the  figures  of  mercantile  losses 
of  the  last  three  years  give  a  clue  to  the 
proportion  of  losses  by  mercantile  failures 
on  all  discounts  of  business  paper  incurred 
by  banks  and  bankers,  merchants  and  trad- 
era.  Of  course  we  have  no  clue  in  these 
figures  to  the  losses  of  retail  dealers  from 
default  of  payment  by  their  customers, 
when  the  dealers  do  not  fail  themselves, 
but  we  have  a  very  close  measure  of  the 
losses  on  the  larger  transactions  in  which 
banks  and  bankers  are  concerned. 

On  the  "Bradstreet's"  figures  lately  pub- 
lished, the  losses  in  1894  by  mercantile  fail- 
ures were  eighty  million  dollars  ($80,000,000),— 
a  very  large  sum  when  considered  as  a  unit, 
but  a  very  small  fraction  when  considered 
In  proportion  to  the  total  transactions. 
This  loss  computed  on  a  trade  of  thirty- 
five  billions  of  dollars  ($35,000,000,000)  comes 
to  only  twenty- two  end  eighty-six  hun- 
dredths cents  (22  86-100)  per  one  hundred  dol- 
lars ($100),  or  less  than  a  quarter  of  one  per 
cent.  The  losses  in  the  panic  year  were  one 
hundred  and  sixty-three  million  dollars 
($163,000,000),  double  those  of  1894,  but  yet  less 
than  a  half  of  one  per  cent  on  the  total 
trade.  In  1892  the  losses  were  siixty  million 
dollars  ($60,000,000),  or  less  than  a  fifth  of 
one  per  cent  on  the  trade  of  that  year, 
which  was  conduoted  under  normal  and  safe 
conditions  before  the  danger  of  national 
discredit  had  become  apparent  to  the  multi- 
tude. 

From  these  figures  one  can  judge  of  the 
absolute  security  of  a  banking  system  in 
which  prudent  bankers  deal  with  transfer- 
able titles  to  this  great  volume  of  the  neces- 
saries, comforts  and  luxuries  of  life  in 
monetary  terms  established  on  a  stable 
unit  of  redemption.  The  losses  by  bad 
debts  in  the  wholesale  traffic  in  a  very 
large  number  of  establishmentis  with  which 
I  happen  to  be  personally  familiar,  have 
not  been  a  tenth  of  one  per  cent  per  annum 
during  the  last  ten  years.  Hence  it  follows 
that  no  well  managed  bank  loses  a  quarter 
of  one  per  cent  per  annum  under  a  sound 
monetary  system,  or  twenity-five  cents  (25) 
per  one  hundred  dollars  ($100)  on  Its  dis- 
countg  of  mercaiiWle  paper.    The  Govern- 


ment attempts  to  exert  no  supervision  over 
these  titles  to  property  in  the  form  of  notes, 
drafts  and  bills  of  exchange  which  are  dis- 
counted by  banks;  if  the  Government  at- 
tempted any  such  supervision  it  would  be  a 
futile  waste  of  effort. 

Bucli  being  the  facts,  what  bond  or  securi- 
ty of  any  kind  can  be  equal  to  this  great 
volume  of  bankable  paper,  which  constitutes 
the  chief  element  of  bank  assets,  represen- 
tative of  commodities  of  which  the  con- 
sumption asisures  the  redemption  of  such 
small  notes  as  may  be  needed  for  the  con- 
duct of  a  part  of  the  final  retail  traffic  of 
the  country?  Yet,  because  these  notes  have 
the  semblance  of  money  some  additional 
protection  may  be  given  to  holders  by  ren- 
dering stockholders  liable  and  by  making 
these  notes  which  possess  a  semblance  of 
money  the  first  lien  on  the  assets  of  the 
banks;  but  that  redemption  must  be  in  true 
money. 

The  best  definition  of  true  money  is  that 
of  Henri  Cernuschi,  the  most  prominent  ad- 
vocate of  what  is  called  bi-metallism.  "It 
Is  by  the  ordeal  of  fire  that  money  may  be 
tried.  The  coins  which,  being  melted  down, 
retain  the  entire  value  for  which  they  were 
legal  tender  before  being  melted  down,  are 
good  money.  Those  which  do  not  retain  it 
are  not  good  money. "—(The  Great  Metallic 
Powers— Henri  Cernuschi,  P.  S.  King  &  Co., 
London,  1885.) 

Little  more  can  be  needed  to  secure  re- 
demption in  these  days  of  clearings  houses 
and  telegraphs  than  the  quick  and  close 
supervision  of  one  bank  over  another 
through  the  clearing  house.  No  "wild  cat" 
bank  could  possibly  piut  "wild  cat"  notes 
into  circulation  under  present  conditions. 

Meaisures  would  at  once  be  taken  by  bank 
associaitions  or  clearing  houses  by  which  the 
prompt  redempitioni  of  bank  notes  could  be 
as  absolutely  assuredi  as  it  was  formerly 
In  New  Emgland  under  the  Suffolk  system 
in  BoiSiton,  and  Is  now  in  Canada.  Under 
this  system  the  Goveirnmeaiit  would  soon'  be 
rapidly  divested  of  any  connection^  with 
the  supply  oif  the  currency,  except  the 
supervisioni  of  the  dlearing  houses  by  the 
Ct>mptroiller. 

It  has  beiconne  evident  that  whenever  a 
safe  and  suitalble  bank  note  currency  Is 
permitted  to  be  supplied  by  banks,  which  will 
adjust  itself  automatically  to  the  business 
of  the  country,  the  demand  notes  of  the 
United  States  now  circulating  by  force  will 
be  presented  for  redemption  or  funding-, 
thus  divesting  the  Governmemt  of  any  con- 
nection with  the  issue  of  notes  and  taking 
it  out  of  the  business  of  banking  for  which 
it  as  unfit. 

The  Adiminlsitration  now  holds  complete 
power  for  the  redemption  of  these  notes 
by  the  issuei  of  5  per  cent  bonds  under  the 
Resumptioni  Act.  Public  opinion  is  becom- 
ing so  rapldHy  comcentrated  on  the  lines  of 


Bound  banking  and  sound  money  as  to 
make  it  very  certain  that  the  next  C'on- 
greiS'S,  wiheneveir  it  meeitis,  will  oibey  the 
public  manidate  on  these  lines  withiQiuit  much 
regard  to  mere  party  lines. 

There  are  many  matters  oif  detail  which 
need  nioit  be  treateid  at  length.  The  writer 
is  proifoiunidly  oonvinicedi  that  he  has  under- 
esltimated  the  sumi  total  of  the  bargains 
and  s-ales  or  mercantile  transactions  wihich 
are  neicessary  toi  the  distrilbution,  oif  our 
annual  product.  The  volumei  of  trade,  aside 
from  real  estate,  sto'cksi  and  bonds,  doiubt- 
lesis  coimes  to  over  one  hundred  million 
dollars  ($100,000,000)  a  day  for  every  day  in 
the  year,  including  hoilidaysi  and  Sundays. 
In  such,  case  the  proportion  of  losses  from 
bad  debts  on  mercantile  transactions  in 
the  necessaries,  comforts  and  luxuries'  of 
life  comes  tc  less  than  the  proportion,  which 
has  iboen  indicated.  If  it  be  true  that  even' 
in  a  panic  year  the.  losses  by  mercantile 
failures  have  been  less  than  a  half  oif  one 
per  cent  on  the  total  voUume  of  transac- 
tions, then  a  tax  of  one-^half  cf  one  per 
cent,  imposeid  through  the  clearing  houses 
and  held  by  the  ComptroHer  of  the  Cur- 
rency for  their  protection,  would  be  far 
more  than  ample  for  the  ultimate  redemp- 
tiion  of  all  notes  issued  by  all  banks^  author- 
ized tO'  issue  themi.  An  additional  tax  of 
one-half  of  one  per  cent,  making  a  toital 
tax  on  circulating  notesi  of  one  per  cent, 
would  be  equitable  in  consideration  of  the 
supervision  of  the  Government  through  the 
clearing  houses.  If  the  revenue  amd  re- 
demption tax  on.  bank  note  circulation  were 
thus  li'mited  to  one  per  cent,  Vv^ithoiu.t  other 
restr'Lotive  provisions,  like  the  deposit  of 
bonds  or  leg'al  tender  notes  or  other  un- 
necessary security,  the  whole  capital  of 
the  banks  would  be  available  for  business 
purposes,  and  the  profit  on  thei  circulation 
in  excess  of  one  per  cent  would,  be  qiiite 
sufficient  to  induce  the  creation  of  a  volume 
of  bank  note  currency  which  woiuld  auto- 
matically adjust  itself  to,  the'  conditions  of 
business,  year  by  year;  such  a  currency 
would  also  adjust  Itself  toi  the  va.rlation  in 
trade  season,  by  season  in  eaohi  year. 
Under  the  present  conditions  of  compulsory 
reserve  o.n  deposi,ts  an.d  investme.iit  of  capi- 
tal in  bonds,  the  bankin,g  comimuniity  is 
legally  forbidden  either  to  extend  support 
to  meroha.nts  or  its  note  circulation,  at  t.he 
very  time  whe.n  both  are  most  needed.  On 
the  other  hand,  b'anks.  may  be,  and  often 
are,  op.pressed  by  tlie^  accumulation  of 
Government  notes  which  cannot  be  used 
except  in  unwholesome  speculation  at  the 
perl  Old  when,  there  is  little  or  no  call  for 
small  note  circulation. 

A  single  very  superficial  objection  toi  the 
State  bank  issue  of  notes  is  that  travelers 
might  be  forced  to  take  bank  notes  in 
chan.ge  which  could  not  be  used  when  out- 
side of  the  section  in  which  that  bank  hap- 


pened to  be  situated.  A  elmple  reference 
to  the  very  extensive  system  and  use  of 
travelers'  checks  and  money  orders  issued 
by  the  American  Express  Oompany  and 
others,  gives  the  6lue  to  the  ready  method 
in  which  all  these  petty  objections,  can.  be 
met.  The  American  Express  Company  and 
others  which  issue  checks  have  soimething 
like  6,000  branches.  Their  travelers'  checks 
are  con.vertible  into  cash  that  is  in.  custom- 
ary use  in  every  part  of  this  country,  and 
in  nearly  every  part  of  Europe  at  these 
branch  offices.  Other  express  companies, 
such  as  the  Wells-Fargo  Co.,  the  Adams 
Express  Company,  and  miany  oithers,  issue 
money  orders.  The  total  number  of 
branches  at  Which  these  checks  and  orders 
can  be  cashed  number  over  twenty  thou- 
sand. 

In  fact,  these  travelers'  checks,  issued 
by  express  companies  payablei  not  only  in 
0/11  parts  of  this  country  but  in  many 
parts  of  Europe,  are  also  convertible  into 
the  cash  of  other  countries,  not  only  at 
regularly  established  agencies,  but  at  hotels, 
railroad  stations,  etc.,  in  many  parts  of  the 
world.  The  printed  supplement  to  the  United 
States'  list  of  the  correspondents  of  the 
American  Express  Company,  where  their 
checks  may  be  converted  into  the  cash  of 
the  country,  includes  many  places  in  Asia, 
Africa,  Mexico,  South  and  Central  America 
and  the  West  Indies — even  in  Jerusalem. 

Any  change  in  our  banking  methods  might 
be  rightly  accompanied  by  permission  to  the 
great  city  banksi  to  establish  branches  all 
over  the  country,  wherever  they  might 
please,  or  ini  specific  clearing  house  dis- 
tricts. This  would  tend  not  only  toi  equal- 
ize the  rate  of  Interest  and  tO'  carry  capital 
froim  the  congested  centres  in  the  cities  t'O' 
the  very  confines  of  the  country,  as  this 
system  does  in  Scotland.  It  would  tend  to 
remove  all  objection  that  can  be  raised  in 
respect  to  the  circulation  and  ready  redemp- 
tion of  State  bank  notes.  If  express  cor- 
porations find  it  for  their  interest  to  issue 
checks  and  money  orders  and  conduct  their 
business  with  safety  in  the  service  of  those 
whoi  ohoiose  to  avail  themselves  of  it,  the 
question  may  well  be  asked  why  banks 
should  be  deprived  of  the  same  privilege 
wihich  would  work  a  service  in  the  dis- 
tribution of  their  more  ample  capital  as 
much  greater  as  their  functions  and  capital 
are  greater  than  those  of  an  express  com- 
pany. 

The  eleven  great  banks  in  Scotland  have, 
I  believe,  over  one  thousand  branches  in 
that  ©mall  State  of  a  little  over  four  mil- 
lion people.  The  thirty-eight  Canadian 
banks  have  four  hundred  and  sixty 
branches,  extending  from  Halifax  on  the 
east  to  Vancouver  Island  on  the  west 
coast. 

What  but  profound  ignorance  and  jeal- 
oiusy  of  banks  and  bankers  prevents  the 


pe'apie  of  this  country  eecurin.g  the  siam© 
service  with  the  ooTresiponiding'  beniefits  in 
the  wide  dlstrihuition  of  capital  and  in 
equializing-  the  rates  of  initeirest  thereon? 

The  deduotioinis  which  must  ensue  from 
these  premises,  if  they  are  approximiaitely 
ooirrect,  may  be'  stated  in  the  following' 
terms : 

1st,— There  must  be  a  lawful  unit  of 
value  which  will  serve  as  the  standartl 
oif  all  tran-sactioins,  bargiains,  sales  and 
exchiang-es. 

2d.— Duality  in  a  unit  is  unthiinkahle. 

3d.— The  present  lawful  single  standard  or 
unit  of  value  of  the  United  States  is  a 
dollar  miade  of  gold. 

4th.— Legal  tender  Acts  w,ork  by  forcing  a 
subsititute  foT  the  lawful  unit  >oif  value  into 
circulatloni  which  when  not  inisitantly  con- 
vertible or  redeemalble  at  the  standard  of 
the  lawful  unit  become  distrusted  and  pres- 
ently depreciateid. 

5th.— As  wealth  and  intelligence  increase, 
the  exchange  of  services  and  products  in 
which  commerce  consists  is  augmejnted 
much  moire  rapidly  than  the  growth  of 
population. 

6th.— With  this  growth  of  commerce  the 
use  of  instruments  of  credit  in  place  of 
coin  is  also  greatly  increased,  while  the  cir- 
culation of  the  coin,  which  is  the  unit  of 
value,  is  reduced. 

7th.— The  right  place  for  the  coin  which 
Is  the  unit  of  value  iis  in  the  reserves  of 
banks  and  bankers,  by  whom  the  titles  to 
exohanigeable  products  are  discounted  and 
by  wihom  credits  are  graiuted. 

8th.— It  would  be  impio®sible  for  the  Gov- 
ernment of  the  richest  nation  to  supply 


coined  money  sufficient  for  the  whole  wOrk 
of  commerce.  A  much  less  sum  may  always 
be  available  in  ample  measure  for  prompt 
redemption.  A  rich  nation  will  always  sup- 
ply itself  with  all  the  coin  of  the  highest 
standard  that  it  can  possibly  use  in  sus- 
taining Its  instruments  of  credit. 

9th.— There  is  no  international  legal  ten- 
der, therefore  foreign  exchanges  are^  now 
adjusted  to  the  pound  sterling,  which  is  the 
name  or  title  given  to  one  hundred  and 
thirteen  grams  of  gold,  the  equivalent  coin 
being  named  sovereign. 

10th.— The  effort  of  the  advocates  of  the 
free  coinage  of  silver,  or  of  the  issue  of 
Govennment  legal  tender  paper  and  other 
devices  for  supplying  money,  may  be  attrib- 
uted to  their  ignorance  of  the  function  of 
credit  and  of  the  necessity  for  an  estab- 
lished unit  of  value.  Their  efforts  are  usu- 
ally accompanied  by  bitter  prejudice  against 
baniks  and  bankers.  The  invariable  result 
of  any  success  on  their  part  is  a  paralysis 
of  industry  by  which  prices  are  forced 
below  cost  and  the  compulsory  idleness  of 
large  numibers  of  workmen  ensues.  These 
resultsi,  long  before  predicted,  were  fully 
realized  in  the  purely  financial  panic  of 
1893,  and  will  be  brought  about  again  sooner 
or  later  unless  the  delusion  for  "  cheap 
money"  is  crushed  out.  Another  result  of 
this  delusion  is  found  in  the  condition  of  the 
specific  States  from  which  these  misrepre- 
senitatives  are  senit  to  Congress.  They  re- 
main relatively  poor  and  unprogressive  be- 
cause the  public  credit  of  the  State  is  dis- 
trusted as  well  as  the  private  credit  of  the 
citizens. 


